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INTRODUCTION
Investment always has a strong linkage with development and economic growth in a region. Conducive investment climate has an influence on the amount of investment that inflows into a region. Investment will also have a positive impact on job creation and community welfare. In this study by taking the East Java region as a case study, the research will focus on the resilience of the investment climate on labor supply shock fluctuation and the deterioration of infrastructure quality.
The study of East Java Growth Diagnostics 2011 by the World Bank concluded that the province of East Java is growing its economy and does not experience substantial problems in access to financial infrastructure for investment activities. Labor conditions both the number of worker supply and its quality of skilled and trained worker, meeting the demand of labor market is also one of the advantages possessed by East Java. Although the minimum wage amounts of cities / provinces reflecting labor costs for investment developments must sometimes increase, but still in accordance with the capabilities of employers and investors.
The existing condition of macroeconomic stability of the province and the conducive security are the advantages belongs to by East Java in supporting the business climate. The primary challenges still remaining by the time business community to expand the investment is inadequate infrastructure facilities, such as lack of road network, limited port capacity, and electricity supply. In addition, the main obstacles forward are the investment climate associated with the business licensing process and the high cost of illegal fees.
The article attempts to answer two major research questions. First, is the investment climate in East Java influenced by labor supply shock fluctuation. Secondly, is the Investment Climate in East Java affected by the quality of infrastructure and local government policies in infrastructure development.
As a province with great economic power and potential, East Java is considered the fastest growing region after Jakarta. The data from East Java economic performance has stated second ranks in Indonesia, based on the percentage of gross regional domestic product distribution until 2014, reaching about 15 percent per year. The growing economic performance in East Java is rapidly also driven from the increase of non-oil exports reaching 14.1 billion USD in 2013 which then slightly decreasing in 2014. Strengthening economic transaction and trading activities of East Java as logistic hub for Eastern Indonesia depends on the availability of infrastructures such as ports, airports, toll roads, and electricity supply. 18.00
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Investment projects of PMA and PMDN in East Java until 2014 are still focused on capital intensive using more sophisticated machinery and technology in the production process.
Gresik is the most favorite area for investing foreign and domestic investment model with total investment ranging 19 trillion rupiahs and creating employment about 9 thousand employees in 2014. This region became the destination of foreign and domestic investment because of the geographical location closed to the sea port and completeness of industrial supporting infrastructure. The number of investment projects in Gresik alone is about 78 projects. Although, based on geographical size, Surabaya is slightly larger than Gresik, the number of investment projects in 2014 reaching 81, the total investment is far less than Gresik. The spread of investment (PMA and PMDN) is concentrated in areas with good road infrastructure quality and the availability of seaports and airports. East Java Province is not only a place of great economic activity, but also as a port and exporter of non oil and gas production in Indonesia. East Java Province is able to export nonoil commodity goods to various countries in the world. The large contribution of East Java Province in boosting exports is inseparable from the distribution of East Java GRDP to the national economy which reaches about 14 percent each year. As a province with economic potential supported by sufficient quality of infrastructure, East Java grows as a province that becomes the center of industry, trade and services.
THEORETICAL BACKGROUND
The academic study of the investment climate is dominated by factors that cause foreign capital inflows, for example Yasmin et al. (2003) , Ghose (2004) Methodology. This study concludes that foreign direct investment inflows (FDI) for the primary sector are not significantly affected by these variables, but foreign investment in the tertiary and secondary sectors tends to be influenced by various variables such as macroeconomic (state income and exchange rate), developmental (depth of financial inclusiveness and school enrollment rate), institutional / institutional (legal transparency and labor market flexibility).
METHODOLOGY AND DATA
This study utilizes secondary data published by government agencies such as the Capital Investment Board (BPM), Central Bureau of Statistics (BPS), Directorate General of Regional Financial Balance (DJPK), and East Java Provincial Government (Pemprov Jawa Timur). The data being used are at district and city level in East Java starting from 2007 until 2014, which is yearly time series. Dependent variable in this research is total investment (INVESTASI) that enter into regencies and cities in East Java both PMA and PMDN. While the independent variables are divided into two categories namely labor shock (labor supply shock) and the quality of infrastructure. To represent the employment conditions, the variables of human development index (IPM), labor force participation rate (TPAK), and district / city minimum wage (UMK) are selected. Other independent variables representing the condition of infrastructure quality consist of good road length (JALAN), power supply (LISTRIK), and government spending on infrastructure (GMODAL).
The model approach departs from the framework that the total investment will be influenced by the most sensitive variables affecting the value of investments, which are labor conditions, infrastructure quality, and various other variables that have not been defined. 
DISCUSSION AND ANALYSIS
Regression analysis using panel data in 38 regencies and cities in East Java for INVESTASI, JALAN, LISTRIK, GMODAL, IPM, UMK and TPAK variables will be discussed into three methods: Pooled OLS, FEM (LSDV / Least Square Dummy Variable), and REM (Random Effect Model).
Pooled OLS Model (PLS)
The Pooled-OLS estimation result with panel data regression analysis is shown by the Appendix 1. Of the 6 variables, only 2 variables inferred have a significant effect on the investment, such as UMK and TPAK. Its significance is concluded from the value of both probabilities that are perfectly worth 0.000. The conclusion can also be known from the t statistic value for the UMK variable of 10.224 and the TPAK of -4.751, where the two values are outside the zone of acceptance H0.
Using t distribution / two-sided testing if the value of t statistic is determined in the middle zone (between t distribution results of the table) then H0 will be accepted. Central Java and West Java. The average wage increase in East Java is lower than West Java every year but is still higher than Central Java. Investment relocation responding to the increase of East Java UMK in the long term occurs and manufacturer will consider move to Central Java if the UMK wage decision is still below East Java. The quality of investment facilities also has more in common. In addition to this the cost of relocation should also be lower than cost burden doe to increase in the value of worker salary.
Fixed Effect Model (FEM/LSDV)

To provide the diversity / characteristics of data in FEM, the dummy variable technique for each cross sectional unit is used (differential intercept dummy variable technique). As an illustration, the equation below is an investment function of 38 districts / cities in East Java
The UMK drastical escalation in 2013 and 2014 actually has little effect on capital inflows in some districts of East Java, such as Lumajang, Bondowoso, Situbondo, Sumenep, Kediri, Malang and Probolinggo. This is because those provinces are an investment area with a characteristic of UMK fluctuation resilience. Types of businesses that do not pay attention to the rise of UMK are considered as natural resource-based investments, such as oil drilling in Sumenep. Moreover, such investment characteristic in the region is more considering the condition of territorial carrying capacity and supporting infrastructure facilities rather than the increase of UMK. Investors in the area also prefer to the quality of human resources workers and the availability of the number of workers, so that the increase in UMK is not necessarily responded by relocation in the short term.
The Eviews estimation for F test as the selection method between FEM and PLS (Appendix 3) also shows the same value at Cross-Section F of 6.04 with prob 0.000. It also indicates that FEM is more suitable for model use.
REM (Random Effect Model)
The FEM model, although it is easy to use and interpret, FEM has a tendency to require a lot of degree of freedom, so it is possible to have constraints in decision making or testing. If the dummy variable in the LSDV-FEM is particularly considered to depend on the intersept to represent the diversity of data / variables, then there is a model that is supposed to help eliminating the weaknesses in FEM, the model developed from the error term ( 
CONCLUSION
The results of this study are divided into three methodological approaches using the best independent variables in the model).
The main problem faced in the FEM model is the coefficient value of UMK and TPAK contradicting the theory. Based on the theory, UMK coefficient should be negative which means the higher increase in UMK will reduce investment in 38 districts of cities in East Java. On the other hand, the TPAK should have a positive value which means the higher TPAK as a signal to the abundant supply of labor in 38 districts of the city in East Java.
The value of the coefficient of UMK that is contrary to the theory can be explained from the data phenomenon where the increase of minimum wage of city districts from 2007 to 2013 does not significantly affect the value of investment. In almost all districts and municipalities in East Java, wage increases in these periods can still be tolerated / understood by the business sector, so that the value of incoming investment remains high and has an increasing trend. The opposite trend of UMK was happening in 2014 where wage increases between 20 to 40 percent in 38 districts of East Java became burdensome to business districts. This year's data on investment value trends in all city districts shows the signs of sharp decline.
Based on data estimation and analysis using E views 7, the majority of urban district community in East Java from 2007 to 2013 can still tolerate the increase of UMK, so that the amount of investment (PMA and PMDN) inflows to East Java remains high. The rise of UMK at that time is below 10% per year. Entrepreneurs are still considering the inclination of East Java's carrying capacity to the investment climate such as road networks, ports, airports, toll roads and power supply. At that time, UMK in all districts in East Java are still the same to two provinces in Java, which became the investment destination areas of Central Java and West Java. 
